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SEC 3.01 Commissions and expenses, (1) The aggregate amount of
underwriters’ and sellers’ discounts, commissions and other compensa-
tion shall be reasonable, and except for issuers specified in subsection
(2}, is presumed reasonable if it does not exceed 10% of the aggregate
selling price of the securities of if, when added to the othsr expenses paid
or payable in connection with the offering and sale of the securities, the
total of commissions and other expenses does not exceed 16% of the
aggregate selling price of the securities. .

{2) With respect to redeemable securities of investment companies
refiatezed under the Investment Company Act of 1940, the maximum
selling commission or discount is presumed reasonable if it does not ex-
ceed 9% of the selling price of the securities, including the percentage
amount of any redemption fee payable upon redemption of the securi-
ties,

(3) With respect to investment company shares or face amount certif-
icates sold pursuant to a contractual plan or program payable in install-
ments, the selling commission may be deemed unreasonable if more
than a pro rata portion of the total selling commission payable over the
period of the contract is payable in connection with any installment pay-
ment, or if any charge or penalty is asseased for failure to make any in-
stallment payment,

History: Cr. Register, December, 1989, No. 188, eff. 1-1-70; r. and recr. Reigster, August,
19872, No. 200, eff. 9-1-72,

SEC 3.02 Offering price. The offering price of any security shall be
fair and equitable to purchasers. With respect to common stock, the of-
fering price shall be reasonably related to the existing public market for
the stock or to the net earnings of the issuer as stated in the prospectus.

(1) With respect to commeon stock of issuers not in the promotional or
developmental stage, the offering price may be deemed unfair or inequi-
table to purchasers unless:

(a) The price for the stock does not exceed 25 times the issuer’s net
earnings per shard for the last 12 months, and does not exceed 26 times
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14 WISCONSIN ADMINISTRATIVE CODE

its average annual net earnings per share for the last 3 years, prior to the
proposed offering date, or does not exceed such other multiple of net
earnings as the commissioner may prescribe; or

{b} Information is filed with the commissioner showing there exists
an adequate public market for the stock, provided that a public market
will be presumed adequate if: there were at least 500 holders of such
. stock at the beginning and end of the 8-month period preceding the date

of the filing; 200,000 shares of the stock are publicly outstanding (exclu-
sive of shares held by officers, directors, or 5% shareholders); 2 broker-
dealers regularly make a market in the stock; one financial publication
regularly quotes the market price if the stock is not listed on a national
securities exchange; and trading of the issuer’s stock in the 6-month pe-
riod preceding the date of the filing averaged at least 100 transactions or
5% of the outstanding shares (not including shares held by officers, di-
rectors or §% shareholders) per month; or :

(¢} Where no adequate public market exists, information satisfactory
to the commissioner is filed justifying the proposed offering price-earn-
ings ratio in relation to price-earningsratios of companies comparable to
the issuer in terms of size, history of operations, industry and produects,
and other relevant factors; such information may be contained in an un-
derwriter’s memorandum on the issuer prepared in connection with the
proposed offering.

(2) With respect to common stock of issuers in the promotional or
developmental stage as defined in Wis. Adm, Code section SEC 3.02(3),
the offering price shall be reasonably related to the price paid for the
stock by promoters or controlling persons of the issuer in transactions
effected prior to the public offering, except as permitted under Wis,
Adm. Code section SEC 3.04.

(3) For purposes of this chapter, an issuer in the “prometional or de-
velopmental stage” means an issuer that has no significant record of op-
erations or earnings prior to the public offering date.

History: Cr. Register, December, 1989, No. 188, eff. 1-1-70; am. (4), Register, August,

1972, No. 200, eff. 8.1-72; am. {intro),r. {1) and (2),cr. (1) ,renum. {4) to be (2) and am, r,
and recr. (3), Register, Dacember, 1877, No. 284, eff. 1-1-78.

SEC 3.03 Options and warrants. The amounts and kinds of options
and warrants to purchase securities issued or sold, other than ratably to
purchasers, in connection with a proposed offering of equity securities or
securities convertible into equity securities, shall be reasonable. Options
and warrants are presumed reasonable if they satisfy the following con-
ditiona:

(1) With respect to restricted or qualified stock options to employes |
for incentive purposes, including employe stock purchase agreements -
extending for a period of more than one year, the options are reasonable
in number and method of exercise,

(2) With respect to options or warrants to underwriters:

(a) The options or warrants are not granted to the underwriters until
the entire issue has been sold, and are not transferable except among the
partners or shareholders of the underwriter;

(b) The options or warrants are issued fo managing underwriters
under a firm underwriting agreement, and are not transferable except
among the partners or shareholders of the underwriter;
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{c} The exercise pnce of the options or warrants is at least equai to
the public offering price plus a step-up of said public offering price of
either 7% each year such options or warrants are outstanding, so that
the exercise price throughout the second year is 107%, throughout the
third year 114 %, throughout the fourth year 121 %, and throughout the
fifth year 128%; or in the alternative, 20% at any time after one year
from the date of issuance; provided that an election as to either alterna-
tive must be made by the underwriters at the time that the options or
warrants are issued;

(d) The options or warrants are issued by a company which is in the
promotional or developmental stage, or which lacks a public market for
its stock, or other factors justify the issuance of options to obtain under-
writing services; provided that the direct commissions to the underwrit-
ers are lower than the usual and customary commissions in the ahsence
of such options or warrants;

{e) The prospectus used in connection with the offering fully dis-
cloges the terms and the reason for the issuance of the options or war-
rants, and, if the reason relates to future advisory services to be per-
formed by the underwriter, 4 statement to that effect is placed in the
prospectus; and

{f) The value of the options or warrants shall be included in the com-
putation of underwriting commissions and discounts. The market value
of such options or warrants, if any, shall be used, and where no market
value exists, a presumed fair value of not less than 20% of the public
offering price of the stock to which the options or warrants relate shall
be used, unless evidence indicates that a different value exists.

{3) With respect to options or warrants issued to financing institu-
tions, other than underwriters, in connection with financing arrange-
ments made by the issuer:

{a) The options or warrants are issued in connection with the issuance
of the evidence of indebtedness of the loan;

(b) The options or warrants expire not later than 2 years after the
final maturity date of the loan;

(c) The options or warrants are issued as a result of bona fIde negotia-
tions between the issuer and parties not affiliated with the issuer;

(d) The exercise price of such options or warrants is not less than the
fair market value of the stock subject thereto on the date the loan is
approved; and

(e} The number of shares lssuable upon exercise of the options or war-
rants multiplied by the ezercise price thereof does not exceed the prinei-
pal amount of the loan,

(4) The total amount of options and warrants issued or reserved for
issuance at the date of the public offering, excluding those issued to fi-
nancing institutions and those issued in connection with acquisitions,
does not exceed either 10% of the shares to be outstanding upon com-
pletion of the offering or 10% of the shares outstanding during the pe-
riod the registration statement is effective, The number of options and
warrants reserved for issuarice may be disregarded if the issuer files an
undertaking or states in the prospectus that the amount of outstanding

Register, September, 1978, No, 273




16 WISCONSIN ADMINISTRATIVE CODE

options and warrants shall not exceed the above amount during the pe-
riod the registration statement is effective,

(5) All options and warrants except those issued to financing institu-
tions shall be issiued at not less than fair market value on the date of
issuance, and the exercise price shall not be subject to change by the
issuer except in accordance with anti-dilution provisions in effect on the
date of issuance,

History; Cr. Registsr, December, 1969, No. 168, off. 1-1-70; am. {1} and (2) {intro. par.),

Register, August, 1972, No. 200, eéff. 8-1-72; am. (1), (2) (intro}, (2) {(a) to (e}, (3) (intro.),
(3) {a) to (d) and (4), Register, December, 1977, No, 264, off. 1-1-78.

SEC 3.4 Promotional or cheap stock. (1) The offer or sale of eq-
uity securities or securities convertible into equity securities may be
deemed unfair and inequitable to purchasers and to involve unreasona-
ble ameunts of promoters’ profits or participations if unreasonable
amounts of promotional or cheap stock have been issued or sold prior to
the offering. .

(2) For the purpose of this rule, “promotional or cheap stock” in-
cludes any equity or convertible securities issued or sold at any time
-prior to the public offering date by any issuer in the promotional or de-
velopmental stage on that date, or within 2 years prior to the public of-
fering date by any other issuer, to any persons who were at the time of
such sale or issuance or are at the time of the public offering underwrit-
ers, promoters, finders, officers, directors, or controlling stockholders of
the issuer, at a price lower than or at a conversion rate or for a considera-
tion not reasonably related to the public offering price of such securities,
in the absence of any public market for such equity securities or any
substantial change in the earnings or financial position of the issuer,

(3) The issuance of promotional or cheap stock is presumed reasona-
ble if any of the following conditions are satisfied:

(a) The issuer was organized less than 2 years prior to the public of-
fering date and is in the promotional or developmental stage, the promo-
tional or cheap stock was issued at or shortly after the date of organiza-
tion, and the amount of promotional or cheap stock issued to persons
subject to this rule, when added to the number of shares of stock subject
to unexercised options and warrants issued to such persons, does not
exceed 26% of the amount of stock to be outstanding on completion of
the &ffering or outstanding during the period the registration statement
is effective,

{b) The amount of promotional or cheap stock issued to persons sub-
ject to this rule, when added to the amount of unexercised options and
warrants issued to such persons, does not exceed 10% of the amount of
stock to be outstanding on completion of the offering or outstanding
during the period the registration statement is effective,

(c) The proposed offering price of the equity securities does not ex-
ceed the multiple of earnings prescribed in Wis. Adm. Code section SEC
3.02 (1) {a) for each of the last 2 years prior to the public offering date,
after taking into account the promotional or cheap stock issued.

{4} Whether or not the amount of promoticnal or cheap stock is pre-
sumed reasonable within the meaning of subsection (3), the commis-
sioner may require as a condition of registration that all or any part of
Register, September, 1978, No. 273
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the promotional or cheap stock be deposited in sscrow pursuant to such
conditions as the commissioner may prescribe, including:

{a) Stock subject to the escrow agreement may not be released until
such time as the company has demonstrated by financial statements ex-
amined and reported by an independent certified public accountant,
that earnings per share, before extraordinary items, were 5% per vear of
the public offering price per share for any 3 years ending after the public
offering, 2 of which must be consecutive; if within 6 years after the date
of the escrow agreement, the escrowed shares have not been released
from the escrow requirements, the owners of the escrowed shares shall
collectively elect to!

1. Return to the issuer and cancel a sufficient number of escrowed
shares to cause the issuer’s aggregate pro forma earnings per share for
the & years to have been 12% of the public offering price per share, in
which case the escrow agreement shall be terminated and the remaining
sharea released from escrow; or

2. Submit to the commissioner a proposal for extension or modifica-
tion of the escrow sgreement, provided that notice of the proposal is
given to all of the shareholders in such form as the commissioner re-
quires and a hearing thereon may bs called by the commissioner; the
burden of justifying an extension or modification of the escrow agree-
ment shall be on the owners of the escrowed shares; after notice and
opportunity for hearing, the commissioner may order extension or modi-
fication of the escrow agreement upon such terms as are deemed fair and
equitable; if the escrow agreement is net so extended or modified, the
owners of the escrowed shares shall return shares to the issuer for can-
cellation as specified in subparagraph 1. of this section; .

(b) The foregoing notwithstanding, shares in escrow may be:

1, Released if the public offering is terminated and no securities were
sold, or if the holders of % of the unescrowed shares join in petitioning
for release of the shares from escrow;

2. Transferred by will or pursuant to the laws of descent and distribu-
tion, without the consent of the commissioner, but shall remain in es-
crow; and

3. Transferred if the commissioner grants a request to permit the re-
lease, which request is in writing, states the reason and proposed consid-
eration for the transfer, and that the transferee shall agree to redeposit
the shares in escrow under the same terms;

{(¢) The shares held under an escrow agreement pursuant to a public
offering shall not have any right, title, interest, or participation in the
assets of the issuer in the event of dissolution, liquidation, merger, con-
solidation, reorganization, sale of assets, exchanges or any trahsaction or
proceeding which contemplates or results in the distribution of the as-
sets of the issuer, until the holders of all unescrowed shares sold in the
offering have been paid, or had irrevocably set aside for them an amount
equal to the purchase price per share in the public offering, adjusted for
stock splits and stock dividends; subseguently, the escrowed shares shall
be entitled to receive an amount equal to the tangible consideration fur-
nlshﬁii for the shares, and thereafter, all shareholders shall partlclpate
ratably; .
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18 WISCONSIN ADMINISTRATIVE CODE

(d) Shares held under an escrow agreement shall continue to have all
voting rights to which those shares are entitled, provided any dividends
paid on such shares shall be paid to the escrow agent and held pursuant
to the terms of the agresment; may be used to satisfy the requirements
of subsection (¢}; and in the event any shares held under an escrow
agreement are returned to the issuer for cancellation, all dividends paid
on such shares and held in escrow shall also be returned to the issuer;

(e) The escrow agreement shall include provisions to permit the com-
missioner, upon a finding of a violation of this chapter, and where neces-
sary for the protection of security holders and in the public interest,
. after prior notice and opportunity for hearing, to order the return of
escrowed shares to the issuer for cancellation in whole or in part; and

{f) The terms and conditions of the escrow agreement may be termi-
nated, revoked, modified, or released only upon the written consent of
the commissioner,

History: Cr. Reglater, December, 1969, No. 168, eff, 1-1-70; am. (2} and (4), Registor,

Augunt, 1972, No. 200, off. 8-1-72; am. (1), (3) (¢} and (4), Register, December, 1977, No.
204, off, 1-1-78, ’

SEC 3.05 Promoters’ investment. (1) ‘The offer or sale of securities
of an issuer in the promotional or developmental stage may be deemed
unfair and inequitable to purchasers unless the fair value of the equity
investment of the officers, directors, and promoters of such issuer, deter-
mined as of the offering date, equals at least 10% of the total equity
investment resulting frora the sale of all the securities which are the sub-
ject of the proposed offering.

(2) For the purpose of this rule:

(a) The “fair value of the equity investment of the officers, directors
and promoters” means the total of all amounts paid to the issuer in cash
and the reasonable value of all tangible assets paid to the issuer, as de-
termined by independent appraisal or otherwise, and as adjusted by the
retained earnings of the issuer subsequent to the dates of such pay-
ments,

(b) “Total equity investment” means the total of the par or stated
value of all securities of the issuer outstanding or offered or proposed to
be offered, and the amounts of any additional capital (paid in and
other) and as adjusted by retained earnings,

Hlstory: Cr. Register, December, 1869, No. 188, eff. 1-1-70; am. (2} (a} and (3), Register,

Auguast, 1972, No. 200, off. 8-1-72; am. (1), {2) {a) and (6), r. (3), Register, December, 1877,
No. 264, off. 1.1-78,

SEC 3.06 Preferred stock and debt securities. (1) The offer or sale
of preferred stock of an issuer may be deemed unfair and inequitable to
purchasers unless the net earnings of the issuer, for its last fiscal year
prior to the offering and for the average of its last 3 fiscal years prior to
the offering, are sufficient to cover the dividends on the preferred stock
proposed to be offered. Net earnings shall be determined exclusive of
non-recurring items and shall be adjusted for any preferred stock to be
redeemed with the proceeds of the offering, less applicable income tax
effects. The commissioner may waive the foregoing requirement upon
evidence of a sufficient future net earnings capability.
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(2) The offer or sale of debt securities of an issuer may be deemed
unfair and inequitable to purchasers unless the net earnings of the is-
suer, for its last fiscal year prior to the offering and for the average of its
last 3 fiscal years prior to the offering, are sufficient to cover the interest
requirements on all debt securities issued subsequent to its last fiscal
year (including the securities proposed to be offered). Net earnings
shall be determined before income taxes, depreciation and extraordi-
nary items, and shall be adjusted for any debt securities to be redeemed
with the proceeds of the offering. The commissioner may waive the fore-
going requirement upon evidence of a sufficient future net earnings ca-
pability. ’

(3} If the issuer has made or proposes to make any material acquisi-
tions subsequent to the last year specified in subsections (1) or (2), the
earnings for such year shall be restated on a pro forma basis to reflect
such acquisitions.

(4) The offer or sale of preferred stock or debentures by an issuer in
the promotional or developmental stage is deemed unfair and inequita-
ble to purchasers unless justified by the issuer or registrant under sub-
section (1) or (2).

(5) This rule does not apply to the offer or sale oft
(a) Debt securities by a nonprofit issuer under s. 551.23 (15), Stats;;

~(b) Securities issued pursuant to a voluntary or involuntary corporate
reorganization; or

- {c) Securities of an issuer whose financial structure or the issuance of
whose securities is regulated by a federal or state governmental author-
ity. :

(8) The offer or sale of debt securities may be deemed unfair and
inequitable to purchasers if the issuer offers to repurchase such securi-
ties at the request of the holder prior to maturity (except pursuant to
ginking fund provisions or optional redemption provisions on specified
dates) untess made in compliance with the following provisions:

(a) Threshold test. Subject to subsection (b), an issuer may repur-
chase its debt securities at the request of the holders if its aggregate net
earnings for the 3 preceding years and in the year immediately preced-
ing the year of repurchase equalled or exceeded its aggregate fixed
charges, as evidenced by a written statement of an independent certified
public accountant, in connection with the annual examination of the is-
suer’s financial statements, filed with the commissioner, as to whether
or not the accountant has obtained knowledge of any failure of the issuer
to meet this test. “Net earnings” means income before income taxes,
extraordinary items, and interest expense. “Fixed charges” means inter-
est on all debt, and dividends on other fixed obligation securities such as
preferred stock. ;

(b) Conditions of repurchase. 1, Order of repurchase. Subject to the
limitation in subdivision 2., securities shall be repurchased on a first-
come, first-served basis, except that no repurchases may be made from
any person controiling, controlled by, or under cornmon control with the
ifs}sger until all other pending requests for repurchase have heen satis-

led, '
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2. Limit on repurchases from one person. The issuer may not, in any 6-
month period, repurchase from any person, including ail joint, common
and beneficial owners with such person, more than 1% of the publicly-
held debt securities outstanding at the time repurchase is made until ail
other pending requests for repurchase of 1% or less have been satisfied.
This limitation shall not apply to the repurchase of securities held as of
August 2, 1973, by persons who as of such date held more than 1% of the
outstanding debt securities,

3. Limit on total repurchases. a. Repurchases shall not reduce the is-
suer’s current assets, exclusive of excess inventory, to an amount less
than its current liabilities, nor reduce its total assets to an amount less
than its total liabilities, excluding shareholder’s equity. “Excess inven-
tory” means inventory in excess of a 4-month supply hased on sales of
the preceding year.

b. If the issuer is engaged in a business for which generally accepted
accounting practices do not provide or permit the use of a ¢lassified hal-
ance sheet, current assets shall mean total assets less (i} property and
equipment, net of depreciation; (ii) unamortized debt expense; and (iii)
other assets not acquired in the normal course of business and expected
to be liquidated after 1 year from the bhalance sheet date; and current
liabilities shall mean total liabilities unless (i) non-current maturities of
long-term debt, and (ii) shareholder’s equity.

4. Reports, Within 30 days after the end of each month during which
repurchases are made, the issuer shall file with the commissioner a bal-
ance sheet (which may be unaudited) as of the beginning of such month
during which repurchases were made, and a statement as to (i) the total
amount of repurchases made during the month; (ii) the total amount of
repurchase requests which were not met; and (iif) the name, address
and amount of repurchase from every person controlling, in control of,
or under common control with, the issuer, If the issuer prepares monthly
financial statements, such reports may be made quarterly covering the
preceding 3 months and shall be filed within 30 days after the end of the
guarter.

(¢c) Cover page of prospectus. The cover page of the prospactus relat-
ing to the securities shall include the following statement in bhold face
type: “THESE SECURITIES MAY BE REDEEMED PRIOR TO MA-
TURITY AT THE REQUEST OF THE HOLDER ONLY UNDER
CERTAIN RESTRICTED CONDITIONS, SEE PAGE ___ ,” On the
page referred to, the limitations set forth above, the amount of the debt
securities redeemed in each of the preceding 3 years, the ratio of net
earnings to fixed charges in each of the preceding 3 years, and the aver-
age ratio for those 3 years, shall be described in full.

(d) Subscription agreement. Any subscription agreement relating to
the debt securities shall include the following statement in bold face
type: “THESE SECURITIES MAY BE REDEEMED PRIOR TO MA-
TURITY AT THE REQUEST OF THE HOLDER ONLY UNDER
CERTAIN RESTRICTED CONDITIONS, SEE PAGE " A copy

of the subscription agreement must be provided to each purchaser,

History: Cr. Register, December, 1969, No. 168, off, 1-1-70; am. (2), Register, August,
1972, No. 200, off. 8-1-72; r. and recr. (1) and (2), am. (3), (4) and (5), cr. (6), Register,
December, 1977, No. 284, eff. 1-1-78; am, {2}, Reglster, September, 1978, No. 273, eff. 10-1-
78.
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iSEC 3.07 Voting rights.. (1) If the issuer.is a corporation having
more than one class of equity securities authorized or. outstanding, the
offer or sale may be deemed unfair and inequitable to purchasers if the
class of equity aecuntles offered or sold to such purchasers o

(a) Has no votmg nghts or

(b) Has lese than equel votmg T hts, in pmperuon to the number of
shares of each:class outstandm adjusted for any prior recla,eelfieatmn
of secuntlee, on any matter, inc udmg election to the board of directors
of the issuer; tinless préferential treatment as to dividends and liquida-
tion is provided with respect to the class of equity securities offered or.
seld or the: 1nequa11ty in votmg nghte is othervnse justified.

(2) If the issuer is a partnerelnp, the offer or sele of its limited part-
nership interests may be deemed unfair and mequstable to purchasers
unless:the; partnershﬂ) agresment, prowdee that; .. ... :

T TR

(a) ‘Phe limited parti by a ‘Yote of & ma_]erity of the outstandmg
arﬂeunt of limited partnership interests, shall have the right to femove
the general partner; to amend the pertﬁerﬁhlp ‘agreéement, to compel or
refuse to approve the'sale of all or substaiitially-all the ‘partnership’s
asgets; to dissolve the partnel‘ehip, end to contmue lts busmese wnth a
substltuted general pa:tner, : SRR

(b) The general partner shali cauee a vebe to be taken on any of the
matt,ers referred {o herein upon the written request of 10% of the out-
standing amount of imited partnership interests; .. ., '

(e} Bach limited partner ghall ‘have the right to a complete hst of
names, addresses, and interests of all limited partners, upon wntten Ie-
uest to the generai partner. for any proper purpose; " .

~(dy The partnershlg agreement shall not be amended in any maberlal
respect affecting the rights or interests of the limited partners except by
the, affirmative: vote of: not-less than a majonty ef the outetandmg
amount of limited: partnershlp mtereets and:

(e) contracte whereby Bervic _for goqu,are to be furmshed 10 the
partnershlg by the general partners or any entity directly or indirectly
controlled { the general partner shall provide that the contract may be
modified only by a vote of a majority of the outstanding limited partner-
ship interests, and shall allow termination of such contract without pen-
alty upon 60 days notice by.a yote of the majority of the. outetandmg
limited partnerehip interests; or unless the ﬁartnerehj p agreement in-
cludes’ approprmte alternatwe provmrons or t e lack of lumted partnere
nghte is othérwise justified. -

Hino Cr Rezhhr. Decombar, 1969 No 168, off. 1-1- 'JO r. and recr. Reglster, August,
1972, No 200, off, 8-1+72; am. (intro.) and (2), Reiiltoz, December. 1977, No, 284, off; 1-1-78..

SEC 3,08 Capitalizailon. The offer of sale of dobt gecurities’ ‘shall be
in an amount which, upon completron of the offering, is réasohable in
Beo riion to the amouht. of equity of thei Jissuer, with reasonebleness to

Jm etermined in rélatlon to the pre\rmlmg debt-equity ratios for compa:
rable companies in' the issuer’s industry.

llhtomCr Reglatér, December, 1968, NG, 168, off. 1-1- 70; - ‘aiid recr. Register; Dedem.
bar, 1977, No. 264, off. 1-1-78.

SEC 3.09 Open-end investment.companies. The offer.or. sale of re-
deemable securities of an open-end mansgement.investment company,
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as defined in the Investment Company Act of 1940, may be deemed un-
fair and inequitable to the purchasers thereof unless its prospectus, ad-
visory contract, or organizational instruments include provisions satis-
fying the following requirements:

(1) The investments of the company shall be restricted in the follow-
ing respects:

(a) No diversified investment company shall purchase the securities
of any issuer, excluding government securities, if by reason thereof the
value of its investment in all securities of that issuer will exceed 5% of
the value of its total assets. T

(b) No investment company shall purchase any securities of the
classes herein defined, if by reason thereof the value of its aggregate in-
vestment in such classes of securities will exceed: 10% of its total assets
in securities of issuers which the company is restricted from selling to
the public without registration under the Securities Act of 1933; 5% of
its total assets in securities of unseasoned issuers, including their prede-
cessors, which have been in operation for less than three years, and eq-
uity securities of issuers which are not readily marketable; or 5% of its
tgta! a}ssets in puts, calls, straddles, spreads, and any eombination
thereof.

(c) No investment company shall invest any part of its total assets in
real estate or interests therein, excluding readily marketable securities;
commodities or commodity futures contracts; or interests in oil, gas, or
other mineral exploration or development programs.

(d) The fundamental investment policies of the company shall be
stated in the prospectus in reasonable detail and shall not be materially
changed in any respect unless authorized by the vote of a majority of the
outstanding voting securities of the company.

(2) The policy stated or followed by any investment company of en-
gaging in any material respect in any of the following or related specula-
tive activities, whether individually or in combination, and the relatively
greater risks or costs involved in such activities, shall be disclosed or
clearly referred to in bold face type on the cover of the prospectusorona
prospectus supplement satisfactory in form to the commissioner:

_ (a) Borrowing money for investment in securities, excluding borrow-
ing for temporary purposes; .

(b) Purchasing securities for short-term trading;
(c) Purchasing restricted securities as herein defined;
~ (d) Purchasing put or call options or combinations thereof; or
(e} Short selling of securities, excluding short selling against the box.

(3) The aggregate annual expenses of every character paid or incurred
by an investment company, including management and advisory fees
but excluding interest, taxes, brokerage commissions and extraordinary
expenses, whether such expenses are payable by the company or its
shareholders, calculated at least quarterly on a ﬁasis consistently ap-
plied, shall not exceed 2% of the ?irst 810 million of its average net as-
sets, 1%4% of the next $20 million of the average net assets, and 1% of
any additional net assets. The investment adviser or manager shall re-
imburse the investment company not less than annually for the amount
Register, September, 1978, No. 273
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by which such aggregate annual expenses exceed the amounts herein
provided, up to an amount not exceeding its management and advisory
fees for the period for which reiinbursement is made, prior to publica-
tion of the company’s annual report, and shall promptly notify the com-
missioner if the aggregate expense limitation is exceeded by reason of
any extraordinary expenses. The commissioner may require the invest-
ment adviser or manager to maintain financial resources reasonably suf-
ficient to enable it to meet its reimbursement obligation hereunder.

(4) The net assets of an investment company, upon completion of the
initial public offering of its securities or within a period of 2 years after
the commencement thereof or such additional period as the commis-
sioner may permit, shall not be less than one million.

(5) All payments by an investment company upon redemption of se-
curities of which it is the issuer shall be made in cash, except that the
payments in cash by a company which has filed an election pursuant to
rule 18f-1 under the Investment Company Act of 1840 may be limited to
the amount specified thereunder. The company shall give prompt writ-
ten notice to the commissioner prior to effecting any redemption in as-
sets other than cash in this state, specifying the manner in which such
redemption will be effected and the securities to be distributed upon
redemption, The redemption fee payable by any shareholder shall not
exceed 1% of the amount receivable upon redemption of his shares, ex-
cept that if the shares of a company are sold without sales commission,
the redemption fee shall not exceed 2% of such amount, subject to such
conditions as the commissioner may prescribe.

(6) An investment company shall not effect any brokerage transac-
tions in its portfolio securities with any broker-dealer affiliated directly
or indirectly with its investment adviser or manager, unless such trans-
actions, including the frequency thereof, the receipt of commissions
payable in connection therewith, and the selection of the affiliated bro-
ker-dealer effecting such transactions, are not unfair or unreasonable to
the shareholders of the company. The commissioner may require the
company to file periodic reports concerning all such brokerage transae-
tions.

(7} Each registered investment company shall notlfy the commis-
sioner promptly when it is not in compliance with any of the above re-
quirements, and its registration statements shall be subject to revoca-
tion or suspension.

Hiséory: Cr, Register, Auguat, 1972, No. 200, eff, 2-1-72; renum, from SEC 3.11, am. {in-
tro) and (3}, Reglster, December, 1977, No, 264, off, 1-1-78.

SEC 3.10 Closed-end investment companies, The offer or sale of
securities of a closed-end management investment company, as defined
in the Investment Company Act of 1940, may be deerned unfair and in-
equitable to the purchasers thereof unless its prospectus, advisory con-
tract, or organizational instruments include provisions satisfying the
following requirements:

(1) The company shall not at the time of purchase, as to its total as-
sets:

(a) Invest more than 30% in restricted debt securities, unless permit-
ted by the commissioner upon proper justification;
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{b) Invest more than 15% in non-liquid investments, including, but
not limited to, commadities, real estate, general and limited partnership
interests, oil and gas interests, options and warrants, puts, calls, strad-
dles, spreads, and restricted securities, except as provided in {(a); or

(c) Invest more than 10% in the securities of real estate investment
trusts or other investment companies, unless permitted by the commis-
sioner upon a showing that such investments involve no duplication of
management or advisory services.

(2) The company shall not invest in securities carrying more than
10% of the voting rights of any issuer;

(3) The company shall not invest in more than 10% of the equity
securities of any one issuer;

(4) The company shall not at any time, as to 75% of its total assets,
invest more than 5% in the securities of any one issuer, exclusive of gov-
ernment securities,

(5) The company shall not effect any brokerage transactions in its
portfolio securities with any broker-dealer affiliated directly or indi-
rectly with its investment adviser or manager, unless such transactions
(including the frequency thereof, the receipt of commissions payable in
connection therewith, and the selection of the affiliated broker-dealer
effecting such transactions) are not unfair and inequitable to sharehoid-
ers,

(6) The foregoing notwithstanding, no closed-end investment com-
pany which engages in any of the following or related speculative activi-
ties shall be registered unless appropriate disclosure is made in bold face
{ype on the cover of both the preliminary and final prospectuses, orona
prospectus supplement satisfactory in form to the commissioner, as fol-
lows: “These securities may involve a high degree of risk because the
fund is authorized:

(a} To engage in short-term trading resulting in portfolio turnover
greater than 100% annually (sce page )

(b) To leverage more than 10% of its total assets (see page ).

(c) To invest more than 5% of its assets in restricted securities exclu-
sive of debt securities (see page )

{d) To (;ngage in short sales, excluding short sales against the box (see
page ___

.(e) To invest more than 5% of its total assets in foreign securities as
to which the fund pays interest equalization tax (see page __ )

(f) In relation to 85% of its total assets, to invest more than 5% of
such assets in any one issuer (see page _ ).”

(7) The aggregate annual expenses of the company shall be limited as
in Wis, Adm. Code section SEC 3,02 (3).
History: Cr. Register, December, 1977, No, 264, eff. 1.1-78,
SEC 3.11 Real estate programs. The offer or sale of interests in a

limited partnership which will engage in real estate syndication may be
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deemed unfair and inequitable to purchasers unless such offering com-
plies with the provisions of the Midwest Securities Cornmissioners Asso-
ciation Statement of Policy regarding real estate programs, adopted
February 28, 1973, as amended February 26, 1974 and July 22, 1975,

History: Cr. Register, December, 1977, No. 264, eff. 1-1-78.

SEC 3.12 Oil and gas programs. The offer or sale of interests in a
limited partnership which will engage 